
Kindly forward this communicator to the appropriate person(s) within your organization or third party provider, as
required.

TD TRUST* BARE TRUST COMMUNICATOR

Volume 2 Edition 6 December 15, 2000

U.S. WITHOLDING TAX – NEW REQUIREMENTS

INTRODUCTION

Effective January 1, 2001, the U.S. Internal Revenue Service (the “IRS”) is imposing a new
withholding tax regime. The purpose the new regime is to:

1. Identify U.S. taxpayers with financial investments that are outside the U.S.; and

2. Ensure non-U.S. taxpayers pay the appropriate withholding tax on U.S.-source income.

The IRS originally proposed these rules in late 1997 and introduced draft supporting regulations in
early 1998, with implementation scheduled for January 1999. As a result of pressure from the
international financial community, the implementation date was delayed to January 2001.

The new regime contemplates that non-U.S. financial institutions will enter into contractual
arrangements with the IRS to become Qualified Intermediaries (“QI”). The QI will then be required
to withhold tax at the appropriate rate for each account holder, remit tax withheld to the IRS on a
monthly basis (or a weekly basis, if tax is greater than $2,000) and report U.S.-source income
annually based on account holder type, income type and withholding rate.

The rules in effect provide a form of extra-territorial tax collection mechanism for the IRS in which
non-U.S. financial institutions are being asked to assume taxpayer identification, tax collection and
reporting functions on behalf of the IRS in an unprecedented way.

In order to ensure that the most advantageous withholding tax rates are applied,

1. financial institutions may need to enter into contractual arrangements with the IRS to become
QIs1; and

2. more extensive documentation will be required for non-U.S. and U.S. account holders receiving
U.S. source income.

1 Please contact your custodian for confirmation of its QI status.



Note: The QI regime applies to ALL accounts receiving U.S. source income. This
Communicator only addresses the requirements of those accounts for which TD Trust Company
is the trustee. Accounts for which we do not act as trustee may have different requirements.
Please consult your custodian for these requirements.

RRSPs and RRIFs2

All RRSP and RRIF accounts should be documented for QI purposes at the trust level (not the
annuitant level). The Canadian KYC Attachment to the QI Agreement3 provides in Section 4(ii)(b)
that the unique tax registration number of an RRSP or RRIF (i.e. the specimen plan and contract
number) is sufficient documentary evidence for account identification purposes.

However, in order to make a claim for a reduced rate or exemption from U.S. withholding, the
RRSP or RRIF must provide to the QI custodian a declaration as to its eligibility for treaty benefits4.
For RRSPs and RRIFs that are in place on before December 31, 2000, a single treaty statement
with a schedule listing all specimen plan numbers and contract numbers, to which the treaty applies,
may be prepared. For plans established after this date, a treaty statement should be obtained, where
applicable, at the time the account is opened. If the RRSP or RRIF does not qualify for treaty
benefits, no treaty statement will be prepared. The default non-treaty non-resident alien (“NRA”)
withholding rate would then apply.

A treaty statement does not expire. Therefore, the QI must be notified if the statement becomes
inapplicable. Treaty benefits would only apply at the time a payment is received if the annuitant of
the RRSP is a U.S. citizen, or was a resident of Canada or the U.S. sometime within the five
preceding years. Therefore, the period of time that an annuitant who is not a U.S. person5 is
resident outside of Canada must be tracked. Once this period reaches five years, the QI custodian
must be notified that the treaty statement is no longer valid and the NRA withholding rate would
apply.

Example

Facts: X, a Canadian citizen establishes an RRSP in 1996, with a specimen plan number
YYYY and a contract number ZZZZ. On May 15, 2001, X becomes a resident
of Brazil and remains resident in Brazil until after May 15, 2006.

Result: The plan administrator must notify the custodian that effective May 15, 2006, the
treaty statement executed in respect of specimen plan number YYYY, contract
number ZZZZ will no longer be valid. Consequently, any U.S. source payments
received after May 14, 2006, will be subject to NRA withholding at the rate of 30%.

2 The requirements for documenting RESPs are still being assessed. This information will be provided as soon as it is
available.
3 The revised Canadian KYC Attachment has been approved and is posted on the IRS’ website at
http://www.irs.gov/prod/bus_info/qi/qiattachcanada.pdf
4 The need to obtain treaty statements is part of the regulations promulgated in connection with the QI regime.
Consequently, to date, there has been no requirement for treaty statements to be obtained from the applicable entities.
5 Defined as a U.S. resident or a U.S. citizen.



The Limitation on Benefit Statement reads as follows:

[RRSP contract number/ account holder] meets all provisions of the treaty that are
necessary to claim a reduced rate of withholding, including any limitation on benefits
provisions, and derives the income within the meaning of section 894 of the Code, and the
regulations thereunder, as the beneficial owner.

MUTUAL FUNDS AND POOLED FUNDS

In order for a foreign entity to make a claim for reduced rate or exemption from withholding,

1. the foreign entity must meet the applicable limitation of benefits article in the tax treaty
between the U.S. and country of residence; and

2. the interest holders in the entity must not be required under local statute to recognize their share
of the income of the entity.

Subject to the requirements set out below, mutual funds and pooled funds will be able to claim
reduced rates on U.S. income received by the funds.

U.S. source dividends and non-exempt interest will be withheld at 15% and 10% respectively for
properly documented and qualified entities6.

In order to retain preferred treaty rate status, publicly traded Canadian mutual funds will have to
ensure that they are traded on at least 60 trading days in any given year and that the trading volume
in any year must exceed 10% of the average public float. Failure to do so will require qualification
of the fund under the non-publicly traded provision.

In order for a pooled fund or non-publicly traded mutual fund to claim reduced rate or exemption
from withholding, the ownership of the units of these entities must be at least 50% of a combination
of qualifying persons (Canadian residents, U.S. residents or U.S. citizens). The percentage of units
held by such qualifying persons (not the number of unitholders) is the important criterion.

NEXT STEPS

TD Trust Company is working with other representatives of the financial community in order to
obtain more comprehensive information. In the meantime, we suggest that the following steps be
taken:

1. Determine if the your accounts (for which TD Trust Company is trustee) hold U.S. Source
income. If your RRSP and RRIF accounts only hold units of Canadian Mutual Funds, then
these plans will not be affected by QI.

6 A W-8 BEN Form will need to be completed for each qualifying entity. This form can be located at the IRS Forms
website at http://www.irs.ustreas.gov/prod/forms_pubs



2. If you manage pooled funds or mutual funds (for which TD Trust Company is trustee),
determine if these entities hold U.S. Source income.

3. If the answer to 1 “yes”, determine your ability to track the residency of RRSP and RRIF
annuitants.

4. If the answer to 2 is “yes” determine whether or not your funds meet the requirements set out in
the last two paragraphs of the section dealing with mutual funds and pooled funds.

5. Contact your custodian to determine their specific requirements and their QI status.
6. Contact your TD Trust Company representative with respect to the above information and for

any questions you may have.
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This commentary is a general overview authored for the sole use of employees and clients of TD Trust Company. Please
consult legal counsel, or a tax accounting professional, for more details.

This publication is not intended to provide investment, legal or tax advice. The information contained in this report is drawn
from sources believed to be reliable but accuracy or completeness of the information is not guaranteed, nor in providing it
does TD Trust Company assume any responsibility or liability.
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